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The  Banking  Bill  as  It  Passed 

the  House. 

BY  A.  PIATT  ANDREW, 

Formerly  Assistant  Secretary  of  the  Treasury. 

(From  the  Boston  Evening  Transcript  of  October  8,1913.) 

The  Banking  Bill,  as  it  passed  the  House  on  September 
18th,  contains,  it  is  said,  more  than  four  hundred  changes  from 
the  bill  as  introduced  by  Chairman  Glass  on  June  26th.  Cer- 
tainly some  of  the  more  glaring  crudities  of  the  original  bill 
have  been  eliminated.  Vanished  for  instance  from  section  17 
is  the  odd  provision  that  the  notes  are  to  “purport  on  their 
faces  (sic)  to  be  the  obligations  of  the  United  States,”  a clause 
which  indiscreetly  revealed  the  reluctance  with  which  the 
sponsors  for  the  bill  had  stooped  to  conquer  the  greenback 
faction  of  their  party.  Gone  too  is  the  curious  provision  of 
section  15  that  the  discount  rate  shall  be  fixed  with  a view  to 
“promoting  a stable  price  level”  which  was  not  improbably 
another  conces.sion  made  in  deference  to  the  same  faction.  In 
the  course  of  three  months’  discussion  in  the  House  Banking 
and  Currency  Committee  (a  committee  which  it  will  be  re- 
called was  not  appointed  until  June,  1913,  and  therefore  had 
had  no  part  in  the  original  framing  of  the  bill)  many  other 
crudities  have  been  effaced,  many  extremely  objectionable 
provisions  have  been  modified*  and  many  improvements  of  de- 
tail have  been  introduced.  Nevertheless  a careful  reading  of 
the  modified  bill  leads  me  to  reaffirm  many  of  the  conclusions 
with  regard  to  the  original  bill  which  I expressed  in  these 
columns  on  June  26th. 

Too  Many  Reserve  Banks. 

First,  the  number  of  proposed  reserve  banks  remains  as 
before  “not  less  than  twelve,”  so  many  as  to  leave  partial 
and  uncertain  the  mobilization  of  reserves  which  it  is  the  pri- 
mary and  essential  object  of  banking  reform  to  establish,  and 
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in  fact  so  many  as  to  suggest  grave  doubts  even  as  to  the  pos- 
sibility of  organizing  the  re(|uired  number.  If  there  were 
twelve  separate  organizations  there  would  be  twelve  separate 
reserves,  some  of  them  of  quite  unimpo.sing  dimensions  and 
all  of  them  subject  to  the  varying  and  competing  interests  of 
the  twelve  sections  of  the  country  in  whieli  they  were  located. 
They  would  not  insure  the  country  against  sectional  struggles 
for  reserves,  stoppages  of  domestic  exchange  and  general  l)aid^ 
suspensions,  which  have  been  the  most  serious  evils  of  our 
banking  system  in  the  past.  To  be  sure,  under  the  provisions 
of  the  bill  these  sectional  reserves  could  be  redistributed 
among  the  different  reserve  banks  at  the  discretion  of  the 
government  board  at  Washington,  but  it  is  scarcely  believable, 
that  this  power  could  be  freely  exercised  by  such  a board 
without  arousing  ill  will,  and  sometimes  actual  hostility  and 
resistance,  without,  in  fact,  endangering  the  continued  exist- 
ence of  the  whole  reserve  bank  system. 

Moreover,  and  this  would  seem  rather  serious  from  a 
practical  point  of  view,  it  is  at  least  doubtful  whether  the 
twelve  banks  required  by  the  bill  could  be  organized.  If  the 
state  banks  and  trust  companies,  as  is  probable,  withheld  from 
the  system,  even  if  all  of  the  national  banks  joined,  which  is 
improbable,  owing  to  the  concentration  of  national  bank  capi- 
tal in  a few  of  the  principal  cities,  it  would  require  a very 
careful  adjustment  of  the  districts  to  provide  enough  national 
bank  capital  to  establish  twelve  ;{?5,00U,U00  reserve  banks. 
Certainly  the  bill  would  be  greatly  improved,  not  only  as  a 
working  measure,  but  as  a practical  possibility,  if  the  words 
‘‘not  more  than  twelve”  were  to  be  substitutetl  for  the  woid.s 
“not  less  than  twelve.”  This  would  allow  the  project  to  start 
with  three  or  five,  or  whatever  smaller  number  of  institutions 
the  banking  situation  and  political  expediency  might  require, 
and  it  would  be  much  easier  to  increase  the  number  later  om 
than  to  decrease  it,  if  subsequent  experience  suggested  the 

advisability  of  a change. 

Politics  and  Banking'. 

Second,  the  proposed  method  of  management  is  still  open 
to  partisan  abuse  and  almost  sure  to  involve  the  baidiing  sys- 
tem in  political  controversy.  Each  incoming  administration  is 
still  to  have  two  of  its  cabinet  officers,  one  bureau  chief  and 
two  additional  appointees— five  in  all— among  the  seven  mem- 
bers of  the  Federal  Keserv'c  Hoard,  and  is  also  to  designate 
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the  Manager,  Viee-iManager  and  Chairman  of  this  Board.  As 
tliese  appointees  of  each  new  admini.stration  are  in  tlieir  turn 
to  ap[)oint  the  eliairmen  of  the  various  reserve  bank  boards, 
to  select  thri'c  of  their  nine  directors,  to  have  power  to  remove 
three  others  and  to  have  authority  to  manage  the.se  banks  to 
tlie  extent  of  “determining”  the  rates  of  discount  which  they 
are  to  charge,  the  rates  of  interest  which  they  are  to  pay,  both 
for  government  deposits  and  for  the  use  of  government  notes, 
and  among  other  things  when  and  how  much  they  shall  lend  to 
each  other,  every  new  administration  under  the  terms  of  the 
bill  is  to  become  in  turn  not  merely  the  supervisor  but  prac- 
tically the  manager  and  administrator  of  the  banking  system 
of  the  country.  One  must  be  singularly  blind  to  the  teaching 
(d‘  history  who  believes  that  such  management  under  our  sys- 
tem of  [larty  government  can  continue  long  exempt  from  the 
suspicion  of  political  influence  or  even  from  actual  partisan 
abuse. 

One  may  believe  thoroughly  in  government  control  of 
banking  and  yet  be  utterly  opposed  to  government  manage- 
ment of  it;  and  even  if  one  believes  in  the  management  of 
baidiing  by  the  government,  one  may  still  regard  with  extreme 
hostility  the  kind  of  management  proposed  in  the  House  bill, 
— management  by  Cabinet  members  and  administration  ap- 
pointees, whose  tenure  of  office  terminates  with  the  changing 
administrations. 

As  regards  the  choice  between  government  control  and 
government  management,  1 am  inclined  to  think  that  what 
President  Wilson  said  of  the  railroads  some  years  ago  in  “The 
State”  is  e(pially  true  of  the  banks  today:  “The  proposition 

that  the  government  should  control  such  dominating  organiza- 
tions of  capital  may  by  no  means  be  wrested  to  mean  by  any 
necessary  implication  that  the  government  should  itself  ad- 
minister these  instrumentalities.  * # * * Indeed, 

such  are  the  difficulties  in  the  way  of  establishing  and  main- 
taining careful  business  management  on  the  part  of  the  gov- 
ernment that  control  ought  to  be  preferred  to  dii'eet  admin- 
istration in  as  many  eases  as  possible — in  every  case  in  which 
control  without  administration  can  be  made  effectual.” 

In  the  ease  of  the  House  bill  unfortunately  it  is  not  merely 
a question  between  government  control  and  government  man- 
agement. We  are  confronted  here  not  only  with  government 
management,  but  with  management  by  a board  of  Cabinet 


4 


members  and  administration  appointees,  who  in  the  very 
nature  of  the  case,  must  he  affected  by  the  political  aspects  of 
things. 

“In  our  country,”  said  i\Ir.  Paul  Warburg  recently — the 
tlerman-American  banker,  who  is  probably  more  familiar  than 
any  other  American  with  the  relations  bet\veen  the  hanks  and 
the  government  in  continental  Europe — , “In  our  country, 
with  every  untrained  amateur  a candidate  for  any  office, 
where  friendship  or  help  in  a Presidential  campaign,  financial 
or  political,  has  always  given  a claim  for  jiolitical  preferment- 
where  the  bid  for  votes  and  public  favor  is  ever  present  in  the 
politiciairs  mind,  where  class  prejudice  and  antagonism  be- 
tween East  and  West  and  North  and  South  run  high,  in  a 
country  so  different  from  the  European  states,  a direct  gov- 
ernment management,  that  is  to  say  political  management, 
would  prove  fatal.” 

“Banking  and  politics  are  like  oil  and  water.  They  do 
not  mix,”  said  iMr.  Janies  B.  Forgan,  the  chairman  of  the  com- 
mittee recently  sent  to  AVashington  by  the  Chicago  convention 
of  bankers.  “The  principles  underlying  sound  banking  are 
diametrically  opposed  to  those  which  rightly  or  wrongly  seem 
to  control  polities.  In  their  fiduciary  capacity,  bankers,  if 
they  want  to  succeed  and  be  faithful  to  their  trust,  miist  be 
constantly  on  their  guard  against  the  influence  of  such  virtues 
even  as  friendship  and  human  sympathy,  and  they  must 
officially  eschew  the  insidious  influence  of  reciprocal  personal 
favors.  Such  influences  seem  to  be  of  the  essence  of  polities 

ami  to  control  political  activities.” 

‘‘In  the  event  of  a district  desiring  some  special  con- 
sideration  at  the  hands  of  the  federal  reserve  board — such  for 
instance,  as  recjuiring  another  district  to  re-discount  for  it 
what  more  likely  than  that  existing  methods  with  other  gov- 
ernmental departments  should  be  followed  and  that  the  good 
offices  of  the  Senators  and  Representatives  in  Congress  of 
that  particular  district  should  be  enlisted  to  see  and  to  use 
their  influence  with  the  members  of  the  board  to  secure  from 

them  the  desired  consideration.”  _ • • n 

The  bill  will  remain  utterly  impractical  and  objectionable 
until  the  membership  of  the  federal  reserve  board  and  the 
management  of  the  reserve  banks  are  completely  divorced 
from  the  interests  and  vicissitudes  of  party  politics. 
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Weakening  of  National  Bank  System. 

Third,  the  compulsory  feature  still  remains  in  the  bill,  and 
is  still  ominous  for  the  continuance  of  the  national  banking 
system.  The  House  Committee  has  tried  to  sugar  coat  the 
{ilaii  in  various  ways,  but  they  have  not  even  yet  sufficient 
confidence  in  its  accejitability  to  the  bankers  to  leave  it  to 
the  option  of  a national  banker  to  subscribe  or  not,  according 
to  his  judgment.  Ihider  the  terms  of  the  bill  as  it  passed  the 
House,  the  reserve  reiiuircments  for  member  banks  have  been 
reduced  by  about  twenty  per  cent,  and  as  a further  induce- 
ment to  join,  these  banks  have  been  offered  two-fifths  of  the 
reserve  banks’  excess  profits  in  addition  to  the  five  per  cent, 
dividend.  Nevertheless  the  administration  leaders  evidently 
realize  that  their  plan  does  not  appeal  to  the  bankers,  for  they 
have  not  dared  to  make  membership  optional  with  the  national 
banks-  They  have  preferred  to  run  the  risk  of  wrecking  the 
whole  national  banking  .system  in  order  to  diminish  the  risk 
of  their  own  {)lan  j)roving  a fiasco.  As  a matter  of  fact  there 
is  little  reason  for  country  banks  to  subscribe  for  the  pro- 
posed institutions  as  they  can  secure  all  of  the  advantages 
without  expense  or  obligation  through  their  city  corre.sj)ond- 
ents.  A’’et  according  to  the  terms  of  the  House  bill,  they  must 
either  suliscrilie  or  reorganize  under  state  charters.  Reports 
from  vai'ious  sections  of  the  country  indicate  that  many  na- 
tional banks  outside  of  the  reserve  cities  would  prefer  to 
sacrifice  fheir  federal  charters  rather  than  submit  to  the  re- 
(piirements  and  provisions  of  the  reserve  bank  system.  If  the 
bill  is  pa.ssed  with  the  present  objectionable  features,  it  is  alsw 
I)robal)le  that  many  national  baidcs  within  reserve  and  central 
reserve  cities  will  either  withdraw  altogether  from  the  national 
banking  system  and  reorganize  as  state  banks  or  trust  com- 
panies, or  what  is  more  likely,  will  reduce  their  national  bank- 
ing capital  and  turn  over  a considerable  part  of  their  business 
to  affiliated  institutions  under  state  charters.  This  latter 
method  woidd  allow  them  to  secure  the  benefits  and  privileges 
of  the  reserve  baid^s  at  a minimum  of  exj)ense.  But  in  either 
case  it  would  mean  a serious  weakening,  if  not  the  extinction, 
of  the  national  baid-iing  system. 

Nondescript  Note  Issue. 

Fourth,  the  note  is.sue  ]irovisions  are  still  unsound  and 
inflationary.  Under  the  terms  of  the  bill  the  government  is 
to  be  allowed  to  issue  its  notes  to  three  times  the  amount  of 


the  lawful  mouey  heM  hy  the  federal  reserve  hanks,  l.id 
ayunnst  these  notes  the  yu/veruinent  is  not  unlv  reciuiied  h!U 
IS  not  allowed  to  hold  any  reserve  whatever  hew)ml  a live  ne" 
rent,  gold  fund  which  tin*  bill  authorizes  the  fedeial  reserve 
l)oard  to  re(juii-e  the  resei've  hanks  to  proviile.  As  tin-  Treas- 
ury is  obliged  to  deposit  all  of  its  general  funds  and  revenues 
in  the  reserve  baidvs  it  is  legally  (‘stopped  from  holding  more 
than  this  five  per  cent,  ivserve  for  the  ledemption  of  these 
notes.  W hat  is  (‘veu  moi-e  amazing  ahsolutelv  no  other  gold 
resm-ve  is  re.piired  to  l)e  held  even  hy  the ' reservi*  ba?d<s. 
Aeeording  to  the  terms  of  the  hill  the  iwserve  haidvs  must 
ordinarily  hold  -‘iawful  money'’  to  the  extent  of  dd  1-d  per 
(‘(‘lit.  of  the  u()t(vs  deposited  with  them  hut  the  lawful  mom‘.v 
may  consist  of  silver  or  greenbacks,  lii  other  words  the  r(‘- 
serve  to  he  held  hy  the  federal  reserve  hanks  to  rede(‘m  th  ‘ 
new  government  notes  may  consist  entirely  of  other  govi-rii- 
ment  not(‘s.  ^Moreover  it  is  not  clear  from'  the  law  tlult  a re- 
S(‘i  \ e hank  may  not  count  as  part  of  thi.s  r(‘scrv(‘  against  I he 
go\einment  notirs  tlu‘  sanu‘  dd  1-d  per  (*ent’  rr'.s(*rv(‘  of  lawfu' 
mojiey  which  according  to  section  22  of  the  lull  it  must  hold 
against  its  own  demand  liabilities- 

It  is  doubtful  whether  in  any  other  civilized  country  to- 
day, including  Central  America  and  the  Ihdkams,  so  'non- 
descri[)t  a currency  could  he  found — an  issiu'  of  governmeu: 
n()i(‘s  whi(‘h  it  is  exp(‘cted  will  amount  to  many  hundr(‘ds  of 
millions  of  dollars  against  which  no  reserve  of  gold  is  rei^piirc  1 
to  he  held  and  which  tin'  issuing  and  responsible  governnu'nt 

is  hy  law  not  allowed  to  hold  a reserve  of  more  than  five  per 
cent. 

Some  of  lh(‘  im'mliers  of  the  Committei'  have  argued  that 
inflation  is  sufficimifly  guarded  against  in  the  hill  hy  the  pro- 
vision in  s(‘ct:on  17.  incorporated  during  the  discussion  in  the 
House,  that  no  res(‘rve  hank  shall  jiay  out  notes  issued  through 
anoth(‘r  reserve  hank.  They  assum'e  that  this  provision  wdl 
lirevent  any  more  than  a temporary  addition  to  the  currency 
through  the  mwv  governnu'nt  notes,  hut  as  such  notes  issiunl 
through  one  reserve  hank  may  not  find  their  way  to  anoth(‘i‘ 
reserve  hank  for  years,  and  even  when  ri'ceived  hy  another 
reserve  hank  are  to  he  returned  at  once  to  the  reserve  hank 
Hirongh  which  they  were  originally  issued,  and  so  may  he 
immediately  reissued,  and  as  the  tax  to  which  tlu^y  are'suh- 
,i(‘ct  may  amount  to  no  moie  than  om‘-half  op  om^  jiei'  c(^nt,  p(“i’ 
annum,  there  is  no  reason  to  expect  that  contraction  will 


lollow  any  expansion  of  these  notes.  There  is  nothing  to  pre- 
vent their  I'epeated  reissue  and  their  continuance  in  circulation 
to  the  extent  of  hundreds  of  millions  if  only  the  hank  through 
which  they  are  issued  retains  lawful  money  to  one-third  of 
their  amount. 

Some  of  the  committee  also  seem  inclined  to  the  view  that 
if  inflation  does  tend  to  result  from  this  new  issue  of  gov- 
ernment notes  it  will  he  offset  hy  the  retirement  of  national 
hank  notes.  But  they  overlook  the  fact  that  the  federal  re- 
serve hanks  under  the  terms  of  section  4 are  given  power  “to 
perform  all  those  acts  and  to  en.ioy  all  those  t>i’ivileges”  con- 
ferred upon  national  hanks  hy  section  5126  of  the  Revised 
Statutes,  which  includes  “obtaining,  issuing  and  circulating 
notes”  according  to  tlie  provisions  of  the  national  bank  act. 
'file  federal  reserve  hanks  are  apparently  thus  authorized  not 
merely  to  act  as  agencies  for  the  issue  of  the  government 
fed(‘ral  reserve  notes,  hut  also  to  purchase  government  bonds 
and  to  issue  their  own  notes  in  the  same  manner  as  national 
hanks.  If  the  adojitum  of  the  hill  were  to  result,  as  many  j)re- 
dict,  in  imjxu'tant  withdrawals  from  the  national  hanking 
system  and  the  sale  at  much  lowered  prices  of  the  government 
twos,  one  may  anticipate  that  many  of  the  released  bonds 
would  he  purchased  hy  the  reserve  banks  and  that  notes 
would  he  issued  hy  them  to  take  the  place  of  the  notes  re- 
limpiished  hy  the  national  hanks. 

The  House  Committee  therefore  propose  to  make  a real 
and  permanent  addition  to  our  already  redundant  money 
supply  of  hundreds  of  millions  of  government  paper  money 
with  provision  for  only  a five  per  cent,  reserve  of  gold,  which 
moreover  is  oidy  to  he  held  at  the  o]ition  of  the  federal  reserve 
boa  I’d-  The  jiroiiosal  seems  to  he  “on  all  fours”  with  the 
greenback  and  free  silver  jiroposals  of  earlier  decades  and  to 
hav(‘  been  inspired  hy  the  same  erroneous  theories.  It  is 
greatly  to  he  hoped  that  it  -will  experience  a more  expeditious 
fate. 

Objections  to  Greenbackism. 

One  of  the  most  important  functions  of  government  is  to 
create  and  maintain  the  monetary  standard,  the  measure  of 
value  hy  which  all  of  tlu'  exchanges  and  payments  and  ob- 
ligations of  th(‘  conntiy  are  s(dtled.  and  the  monetary  history 
of  this  and  every  other  country  testiti(‘s  to  the  dangers  to 
which  this  standard  is  subjected  by  the  issue  of  government 
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paper  money.  No  foreign  government  ha.s'  ever  undertaken  to 
issue  notes  without  at  some  time  over-issuing  them  and  so 
degrading  the  standard  of  value,  and  tlie  leading  eountries 
have  therefore  long  since  abandoned  the  issue  of  fiat  money. 
The  experience  of  this  country  with  such  money  from  earliest 
colonial  days  abundantly  points  the  same  lesson.  It  is  un- 
necessary, however,  to  hark  back  to  the  lamentable  expe- 
riences of  'Colonial  and  Revolutionary  times.  From  the  date  of 
our  last  issue  of  government  notes  fifty  years  ago  almost  to  tlu' 
present  day  the  outstanding  government  paper  money  has 
been  a source  of  unsettlement  to  bu.siness  and  at  repeated  in- 
tervals even  within  the  recollection  of  men  not  yet  old  these 
notes  have  menaced  the  very  solvency  of  the  Treasury.  Gen- 
eration after  generation  of  sound  currency  advocates  have 
sought  to  get  rid  of  them,  and  the  effort  to  do  so  has  only  sub- 
sided within  the  last  decade  because  with  the  lapse  of  fifty 
years  since  their  issue  the  amount  of  the  remaining  green- 
l)acks  has  become  relatively  unimportant.  No  lesson  of  our 
history  is  plainer  than  that  the  government  ought  not.  to 
jeopardize  its  own  credit  and  the  people’s  standard  of  value 
by  the  issue  of  note  obligations  that  are  not  covered  dollar 
for  dollar  by  gold-  With  the  disgraceful  and  costly  history 
of  greenback  and  silver  legislation  so  freshly  in  mind  it  would 
indeed  be  folly  to  begin  again  the  is.sue  of  government  credit 
notes  at  the  present  day.  To  attempt  it  with  only  a five  per 
cent,  gold  reserve  in  the  Treasury  such  as  the  House  Bill  pro- 
poses but  does  not.  even  require,  would  be  an  unbelievable 
folly  in  this  day  and  generation. 


Inflationary  Rediscount  and  Reserve  Provisions. 

Fifth,  the  bill  makes  possible  not  only  a vast  extension  of 
credit  in  the  form  of  government  notes,  but  also  a vast  ex- 
tension of  credit  in  the  form  of  ledger  ha  lances  in  the  banks, 
and  in  neither  case  are  there  any  provisions  which  require' 
that  these  additional  credit  resources  shall  be  kept  in  reserve 
for  use  only  in  times  of  special  need.  No  restrictions  are 
specified  in  the  bill  as  to  the  powers  of  a member  bank  to  re- 
discount its  commercial  paper  with  a reserve  hank  save  in 
the  character  and  maturity  of  this  paper,  and  the  character 
of  the  paper  is  loosely  described  as  ineludTng  not  only  all  notes 
and  bills  the  proceeds  of  which  have  been  used  for  agricul- 
tural, industrial  or  commercial  purposes-  but  also  all  bills  and 
notes  which  “may  be”  so  used.  There  are  few'  bills  and  notes 
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w'hich  conceivably  “may”  not  be  so  used,  and  Mr.  iMcAdoo 
has  recently  shown  that  the  vast  majority  of  the  paper  held 
by  the  national  banks  is  wfithin  the  maturity  requirements  of 
the  bill.  While  the  banks  ought  to  be  enabled  to  rediscount 
practically  without  limit  in  times  of  crises  there  ought  to  be 
some  i)rovision  w'hich  would  limit  the  amount  of  such  retlis- 
counts  under  ordinary  conditions. 

Moreover  the  bill  reduces  the  cash  reserve  requirements 
of  the  country  bank  from  6 to  5 j)er  cent.,  of  the  reserve  city 
banks  from  12y-_>  to  9 per  cent.,  and  of  central  reserve  city 
l)anks  from  25  to  9 per  cent.,  the  total  required  reserves,  in- 
cluding cash  and  balances  with  other  banks  being  reduced  as 
follow'S : for  the  coiintry  banks  from  15  to  12  per  cent.,  for  the 
reserve  city  and  central  reserve  city  banks  from  25  to  18  per 
cent.  Now'  supposing  that  the  bill  w'ere  adopted  and  all  of  the 
national  banks  were  included  in  the  system,  this  w'ould  mean 
a reduction  in  the  rcfiuired’  cash  reserve  of  the  national  banks 
of  about  .j<880,000,()00  or  43  per  cent.  This  estimate  is  based 
u})on  the  reserve  re(juirements  as  reported  for  June  14,  1912, 
the  latest  that  I hap})en  to  have  available,  w'hich  may  be  sum- 
marized as  follow's: 


Present 

I^roposed 

Proposed 
Reduction  in 

Required 

Re(iuired 

Cash 

Cash  Reserve 

Cash  Reserve 

Requirements 

Central  reserve 

city  banks 

431 ,000,000 

154,000,000 

277,000,000 

Reserve 

city  banks 

242,000,000 

1 74,000,000 

68,000,000 

Country  banks 

203,000,000 

169,000,000 

34,000,000 

876,000,000 

497,000,000 

379,000,000 

The  only  legitinrate  reason  for  this  proposal  to  reduce 
the  reserve  requirements  of  the  national  banks  is  in  order  to 
provide  a common  reservoir  of  cash  and  credit  for  use  in 
emergencies  and  periods  of  special  stress.  This  is  an  alto- 
gether sufficient  reason.  The  reserves  of  individual  banks 
which  hitherto  have  not  been  legally  available  even  for  the 
banks  that  held  them  are  henceforth  not  only  to  be  made 
available  to  these  individual  banks-  but  are  to  be  pooled  and 
made  available  for  all  of  the  banks.  In  my  opinion  it  would 
have  been  wiser  to  have  gone  further  in  this  direction  and  to 
have  made  all  of  the  cash  reserves  of  the  individual  l)anks 
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lej'ally  availal)le  ami  mobilizable  when  re(iuired-  liut  on  the 
other  hand  there  is  a very  crucial  qualificalion  to  be  borne  in 
mind.  These  newly  released  reserves  of  lending  power  ought 
not  to  be  put  at  the  disposal  of  the  banks  in  normal  times. 
Otherwise  we  shall  have  inflation,  and  if  the  newly  estab- 
lished reservoirs  of  credit  are  to  be  used  and  drained  in 
periods  of  quiet,  we  shall  have  no  better  means  of  relief  in 
periods  of  disturbance  than  we  have  today.  In  fact  we  shall 
be  worse  off  for  the  resulting  inflation  is  likely  to  cause  an  ui>- 
setting  of  our  foreign  trade  balance  which  will  draw  upon  our 
gold  reserves  as  never  before.  In  my  opinion  the  present  bill 
does  not  provide  sufticient  safeguards  against  such  conditions. 
The  individual  banks  are  not  restricted  in  the  amount  of  re- 


discounts which  they  can  normally  obtain.  Their  cash  reserve 
re(iuirements  are  reduced  by  per  cent,  or  nearly  .t40(),- 
()()(). 000  This  cash,  and  the  $'200,000,000  or  so  of  government 
funds  are  to  be  turned  into  the  reservoirs  of  the  reserve  banks 
and  these  banks  in  their  turn  can  extend  their  credits  three*- 
fold  as  they  are  only  to  be  recpiired  to  hold  a reserve  of  law- 
ful money  of  83  1-3  ]>er  cent,  against  deposits.  I believe  that 
the  reserve  ordinarily  to  be  held  by  the  reserve  banks  shouhi 
l)e  far  higher  than  33  1-3  per  cent,  but  that  a provision  shoiibl 
also  be  included  which  v.’ould  make  possible  the  use  of  any  and 
all  reserves  in  times  of  stress  under  such  cnmlitions  as  would 
insure  their  immediate  restoration  to  the  normal  minimum 
when  the  stress  was  past. 

iMoreover  the  conditions  under  which  these  reserves  might 
be  used  ought  so  far  as  possilile  to  be  automatic  and  predict- 
able, and  not  left  to  the  oy)ti()n  of  government  officials,  in 
order  that  business  men  and  the  banks  could  always  forecast 


pending  conditions  and  ad.just  their  affairs  thereto. 

Such  an  arrangement  could  be  easily  provided  through  a, 
tax  upon  any  deficiency  in  reserves  which  would  be  so  high 
during  the  first  month  or  fraction  thereof  as  to  discourage 
their  use  except  in  periods  of  unusual  need,  and  which  would 
inci-ease  each  succeeding  month  that  the  reserves  remaineil 
deficient.  This  tax  should  also  be  accompanied  by  the  re- 
(piirement  that  so  long  as  a deficiency  in  the  reserves  existinl 
the  minimum  discount  rate  of  the  reserve  bank  should  be 
maintained  at  not  less  than  the  rate  of  the  tax.  All  such 
arrangtnmnds  for  the  use  of  normally  recpiired  reserves  as 
well  as  for  the  issue  of  additional  notes  can  be  made  l)y  law 
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to  work  automatically,  and  it  is  as  unnecessary  as  it  is  un- 
wise 1(^  make  their  utilization  and  issue  depend  iq)on  the 
opinion  of  any  governmental  committee. 

In  tlnis  asserting  that  the  House  bill  offers  risks  of  vast 
inflation  through  the  note  issue  and  through  inadequate  re- 
serve re(juii'einents,  it  is  not  by  any  means  implied  that  the 
immediate  effect  of  the  adoption  of  the  bill  might  not  involve 
contraction  in  {(articular  localities  and  the  withdrawal  of  im- 
mense amounts  of  money-  es{)ecially  in  the  {)resen't  reserve  cen- 
ters, from  many  lines  of  business.  It  is  altogether  {U’obable 
that  in  the  course  of  the  redistribution  of  reserves  as  {)ro{)osed 
many  banks  would  tem{)orarily  find  their  lending  jiowers  se- 
riously curtailed,  'and  the  business  of  many  localities  might 
be  seriously  disturbed.  In  the  long  run,  however,  and  in  the 
(ountry  at  large,  the  danger  of  the  bill  lies  in  the  possibility 
(d  inflation  with  the  conseciuent  possibility  of  serious  de- 
})reciation. 

Other  Criticisms. 

Among  the  details  of  the  House  bill  are  many  other  pro- 
visions (({((m  to  criticism  as  inconsistent,  ambiguous  or  un- 
sound. It  is  for  instance  unclear  from  the  terms  of  the  bill 
whether  a state  bank  can  become  a member  of  a reserve  bank 
and  still  retain  any  of  the  functions  and  {)Owers  which  a na- 
tional !)aid\  could  not  {lossess.  Again,  the  bill  seenis  incon- 
sistent in  limiting,  on  the  one  hand,  the  rediscounts  of  a re- 
serve  bank  to  the  govinninent  and  the  depositing  and  other 
!'(‘serve  banks,  and  in  allov.dng  the  reserve  bank,  on  the  other 
hand,  to  “ from  any  individual,  cor{)oration  or 

firm.  Or  once  more,  the  bill  seems  unwise  in  pernutting 

tlu‘  member  l>anks  to  shaie  reserve  bank  {)rofits  in  excess  of 
five  !>ei‘  emit,  for  this  would  incite  rivalry  and  tend  to  {iro- 
inoli'  ex{)ansion  of  bnsim'ss.  Or,  to  cite  only  one  more  in- 
slanee.  it  is  very  doubtfid  whether  two  successive  examina- 
tions of  any  bank  ought  not,  in  order  to  be  really  effective,  to 
be  made  by  the  same  ('xaminer.  Thes(“  and  many  other  de- 
taih'il  objeedions  to  the  Ibll  I have  passml  over  in  order  to  em- 
jibasize  the  objections  which  seem  funda.mental.  For  the 
sanu'  reason  I wish  now  to  summarize  these  objections; 

1.  The  ])ro])osal  to  establish  “not  less  than  twelve  re- 

s(>rve  lianks”  is  obji'ctionable  because  even  if  smdi  a numb(‘r 
cotdd  be  organiz(‘d.  whiidi  is  doubtful,  they  would  oidy  mo- 
Ifilize  the  limited  I'eserves  of  twelve  particular  sections  and 
not  the  reserves  of  the  country  as  a whole. 
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2.  The  pro])osal  to  transfer  to  Ca])inet  officers  and  ad- 
ministration officials  the  control  of  interest  rates,  the  dispo- 
sition of  the  country’s  banking  resources  and  other  matters  of 
bank  management,  is  objectionable  beca,us(i  it  is  practically 
certain  to  involve  the  whole  system  in  partisan  politics. 

3.  The  proposal  to  compel  national  banks  to  become 
share  holders  in  the  reserve  banks,  with  their  present  re- 
(piiremets  and  methods  of  administration,  is  objectionable  be- 
cause it  would  in  all  likelih'ood  seriously  weaken,  and  it  might 
completely  wreck,  the  national  banking  system. 

4.  The  proposal  to  issue  additional  Treasury  notes,  other 
than  gold  certificates,  is  objectionable  because  it  is  fraught 
with  dangers  Avhieh  have  been  disastrously  illustrated  upon 
repeated  occasions  in  the  experience  of  this  country.  The  note 
issue  provisions  of  this  bill  are  peculiarly  objectionable  l)e- 
cause  they  are  without  safeguards  against  inflation  or  ef- 
fective means  to  secure  contraction. 

5.  The  proposals  with  regard  to  rediscounts  and  reserves 
are  objectionable  l)ecause  they  are  likewise  inadequately  pro- 
tected against  over  expansion. 


Erroneous  Theories  in  Committee  Report. 

The  general  purposes  of  the  bill  as  explained  in  the  Com- 
mittee’s report  in  the  main  are  sound-  The  sponsors  for  the 
bill  evidently  recognize  the  now  generally  understood  desid- 
erata of  American  banking— a more  flexible  and  responsive 
note  issue,  more  effective  and  economical  reserve  laws,  the 
co-operative  use  of  banking  resources — objects  of  legislation 
which  since  the  investigations  of  the  i\Ionetary  Commission 
have  been  everywhere  regarded  as  essential.  One  finds  how- 
ever in  the  Committee’s  report  allusions  to  other  objects  of 
legislation  whicdi  not  oidy  indicate  confusion  of  thought  about 
fundamental  principles,  but  which  lead  to  the  proposal  of  some 
of  the  unrtMiuired  and  dangerous  remedies  that  we  have  in- 
stanced. One  reads  for  instance  (on  page  five  of  the  Com- 
mittee’s report)  that  “all  over  the  western  world  there  is  now 
a distinct  shortage  of  capital.  Ivoth  fixed  and  floating”  and 
that  therefor  the  banks  “should  be  enabled  to  do  all  that  cir- 
cumstances will  permit  in  extending  to  the  business  worbl 
the  volume  of  loans  that  it  needs.”  Legislation,  they  add, 
“was  never  more  urgently  demanded  than  it  is  today” 
“which  will  furnish  loans  upon  an  inexpensive  (sic)  but  ab- 
solutely safe  basis.”  Such  suggestions  taken  in  connection 
with  some  of  the  provisions  of  the  bill  give  ground  for  serious 
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apprehension.  The  framers  of  the  bill  seem  to  be  seeking,  not 
merely  to  free  the  country  from  the  extravagant  interest  rates 
that  occur  from  time  to  time  as  a result  of  the  collapse  of  our 
l)aiddng  system,  which  is  the  real  and  legitimate  purpose  of 
banking  reform,  but  they  want  als'o  to  lower  interest  rates 
normally  and  all  .of  the  time,  to  furnish  loans,  as  they  say 
“inexpensively”  and  to  extend  loans  wherever  “needed.” 
Implicit  in  all  this  lurks  the  tenacious  old  error  that  has  beset 
financial  writers,  one  might  say,  ever  since  the  world  began- 
the  belief  that  more  money  is  needed  to  “promote  manu- 
factures” and  to  “improve  trade.”  To  answer  this  properly 
would  require  a rather  more  technical  and  intricate  analysis 
than  can  be  given  in  this  place.  1 shall  only  outline  the  ar- 
gument in  a very  few  words.  If,  as  the  Committee  seems  to 
hold,  there  is  not  merely  a temporary  stringency  of  money 
capital  but  a general  shortage  of  all  kinds  of  real  capital  the 
world  over,  the  real  reason  is  either  that  capital  has  been  de- 
stroyed or  that  wealth  is  being  unproductively  consumed  in 
too  large  proportions-  in  a word,  that  not  enough  of  the  world’s 
annual  product  is  being  saved  and  devoted  to  further  pro- 
duction. Sometimes  the  same  apparent  effect  may  result  from 
an  insufficiency  merely  of  floating  capital,  due  to  the  fact  ' 
that  a disprojyortionate  quota  of  the  accumulating  capital  of 
the  country  has  been  invested  in  fixed  forms,  especiaUy  in  such 
forms  as  require  the  absorption  of  future  accumulations  in  the 
same  fields.  These  are  situations  which  intermittently  appear  ^ 
in  most  rapidly  growing  countries,  and  it  is  one. of  the  oldest 
and  most  persistent  of  fallacies  that  such  situations  can  be 
remedied  by  merely  adding  to  the  mechanism  of  exchange.  It 
of  course  is  not  true,  as  the  Committee  apparently  suppose, 
that  more  railroads,  factories,  office  buildings  and  the  like 
(fixed  capital'  can  be  created,  or  that  more  coal  and  raw 
materials  (floating  capital)  can  be  supplied  if  only  more  paper 
money  and  credit  can  be  provided.  Yet  unfortunately  the 
proposals  of  the  Committee  both  with  regard  to  the  issue  of 
notes  and  with  regard  to  the  extension  of  credit  in  other  forms 
are  tinctured  wtih  this  idea.  Regardless  of  the  fact  that  the 
whole  world  has  suffered  for  a generation  and  is  still  suf- 
fering from  an  excessive  money  supply,  the  consequences  of 
which  are  reflected  in  the  ever  rising  cost  of  living,  the  Com- 
mittee has  apparently  not  escaped  the  erroneous  theories  of 
the  greenback  and  free  silver  a.dvoeates,  and  proposes  to  better 
the  situation  by  providing  for  the  issue  of  indefinite  millions 
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( f governnieiit  notes  as  well  as  for  an  extension  of  millions  of 
( reclit  in  otlier  forms  at  the  option  of  the  government  oftii'ials. 

Although  the  existing  l)anking  system  is  gravely  defeetivi' 
ic  is  greatly  to  be  hoped  that  the  Semite  will  resist  all  pres- 
Mire  to  revise  it  until  the  present  measure  has  been  pinged  of 
i s more  glaring  and  fundamental  defieieneies.  The  dogged  ad- 
1 erenee  of  some  of  the  Democratic  leaders  to  the  errors  in  the 
hanking  hill  against  which  the  enlightened  opinion  of  tin' 
whole  country  is  protesting,  is  not  surprising  when  one  recalls 
he  decades  of  greeidiackism  and  of  16  to  1,  hut  it  is  very  un- 
tortunate  for  the  country.  If  the  present  hill  is  ])ushed 
through  Congress  with  these  unsound  and  precarious  features, 
iaflationism  and  political  hanking,  which  ought  only  to  he  con- 
s dered  in  the  cool  white  light  of  reason,  will,  like  greenhackism 
t ml  free  silver  in  the  past,  hi'  for  dei'ailes  the  eeiders  of  heated 
I'olitieal  controversy,  and  the  present  plan,  if  adopted,  will 
1 ecessarily  he  made  the  subject  of  radical  revision  as  soon  as 
the  Republicans  again  come  into  control. 


